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BEFORE TEE ST .’T* BOARD OF EQUALIZATION
OF THE STATE OF CALITORNIA

-In the Matter of the Appeal of %
| EASTERN- COLU¥BIA, INC. )
Appearances :
For App ellent : Sheldon Richman and o .

George A. Sims ,
Certified Public Accountvents

For Respondent : Lawrence. Counts
Associate Tax Counsel

OPLNILQN
ThIS apveal is made pursuent to section 25667 of
the Revenue and Taxation Code from the action of the Franchise
Tax Boardon the Protests of Eastern-Columbia, Inc, , agalnst
proposcd assessments of additional. franchise. tax in the amounts
of 517)98 38 and $3,010.31 for the income years ended
February 28, 19;8,ana 1959, respectively.

The sole question raised by this appeal is whether
certain expenditures made by eppellant during the ingome ygars
on zppeel were properly deducted as exenses, OF whether those
amounts represented depreciable capital expenditures.

topellent, a California corporation created in_ 1903,
is the owner of nuuerous parcels of real estate. One Of its
holdings is a twelve-story building constructed in 1930 in
downtowa LOS ."'.zge”es Celifornia. Until 1957 that whlﬁm-o
housed a well-kno: mdep srtment Sstore operated by appellent,
The top four floors of that building have been leased out to
a ‘btenant since’ 1995

In May 1957 appel
the dep artment store, dispo
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Loneal of East ern-Col unbi a, Inec.

’ converting the building into an office building., In this
Connection appellant installed central air conditionicg,
automatic elevators and new €l ectrical wiring,created

i ndi vidual offices on most floors, and remodelsd the | obby of

the building, ‘When a tenant for some vortion Of the build

was located, appeliant would MBke additicial changes necsssary
to adapt the building facilities 1O the specific requirements

of that tenant. The conversion program was substantially
.completed by February 28, 71959;

As each phase of the work was completed, the
e contractors submitted their item zed billings to sppsliant,

Lt the end Of each inconme year szopellant ts accountents snalyze

_ the item zed statements. They treated disbursements for such
I tems asrepainting%patchinc,cleaﬁup, denolition and removel

of debris as deduc

I bl e expenses, and cspitalized the remainir

expendituzes, JThe resulting totals reported for-tax purposes

were as follows:

Income Yeer - Ceopival .Deductivlie
snded . Expenditures Bxpenses
February 28, 1958 $ 179,605.00 § L1,516.35
Feoruary 28, 1959 501,205.17  7%,162,40
‘ During the income vear ended Februzry 28, 1959,
.additionel amounts were expended by agpellant for construct
of a stazirway, as required by the Industrial Accident
Cozmission, on a separate pilece of property which appeliant

‘ovned in Hunti
project, $11,312.26, appelleant trested $6,289.73 as a capit

ngton Park, California. Of the total cost of

expendivure and the remainder, $5,022,53, as deductible exper

The ivems expensed represented the cost of al
plumbing, wiring, etc., necessitated by addition of tThe
stailrwey. Also deducted Tor the income year ended

February 28, 1959, was en item of $312,21 designated as
cost of M"repairs necessary for Tenant!" in znother separa
building which eppellant owned on Hill Street in Los Ange

o
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Respon
expenGitures ced
February 28, 1958,
for tne income year ended Feb
cepital expenditures and were

ent determined that $41,412.8% of the
€ r i

&
24,61 of the expenditures deduct

ary 28, 1959, constituted
therefore, not deductible,

BAnhellant protested Tthe proposed additioneal
assessuents walcn resulted from respondentts dissellowence
of tune expense deductlons claimed, and respondent's denial
o those provests gave rise O Thls appeal,

terations in exl

llant for tThe income year ended
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Appeal of Rastern-Columbia. iInc.

Section 24343 of the Ravenue and Taxation Cocde
allows the deduction of "all the ordinary and necessary expen!
paid or incurred during The income year in carrying on any ur:

N Megd

S
or business." TFederal counterparts of this section have been
1uterpxouec to allow the deduction of the cost of repeairs
necessary to maintain business property in an ordinary operal:
condition. (Josboq Merrick Jones, 2k T.C. 563, eff'd, oo F,:
616; I1linois Merchants Trust Co.. Bxeclir., & BeT .l
Saction 24422 of the Revenue and Taxation -Code prohib
at

e
deductlon of anrdl ures waich are cepital in nature ratuer
than expense items.

Expenditures which mlgnt otherwise be decductible

23 ordinary end necessery repalr expenses are not cdecducitible
vhere such expeanditures are mede in COn:er’Oﬂ with & generesl
plan of renovation, rerodeling, or permenent rovement GI
the property (Josenh Merrzick aoaes. “uo“a, Celifornis Casgkel !
19 T.C. 323 1. M, Cowell, 16 B T. L. 997), or o aGept ta
property to a new or different “use (abe Holdinz Co., T.C. Mem
Dkt, Nos. 62191, 71001, Nov, 2%, 1953; Pgoular Dxr Goods Co,

L9
6 BcToh. 78), In the Cove 1 case this Gisti inctiocn was expres:
as follovs:

... To fix.a door or patch plaster migat
very well be treated as an expense when
it is an incidental minor item arising in

he use of the Drooefuy in carrying on
business, and yet, as nefe, be prOOGLWy
ccoﬂta117ea when involved in ‘a greater plan
of renabilitation, enlargement and 1morove—
ment of %the entire property. (18 B.T.A. 997,
1002, )

Ippellant contends that there never was eany integra
plen to nmeke the former department store pullding into an
office puilding, since the conversion took place over & long
period of t;ue, as Tenants were locavedl, In susport of its
argument That The expe nd;uu es were properly ded cucted es ordi
and necessary bus*ncsu expenses appellant also relies cn the
fact that meny alterati ons to the building were done at the
reguest of tenants, in order to adspt the facilities ©O their
specific needs, end new adsplations weuld therelore nhave IO
be made as those tenanis! leases exgired and new Tenants move
in., In addition, eppellant protests respondent's Cisgilowenc
of those cleimed expense deductions which relate .to ovher
pieces of property owned by appelleant.

Ifter careful review of the record in the instant
cese we conclude that the disallowed expenditures oa the form
Geperiment store building were incidsntal to en overall plen

convert the uu¢1u7no into an office building. Such a chznge
in use undoubtedly recuired substantial structural altersiion

It is true that the work extended over a number of monvins



Anpesl of Tastern-Columbia, Inc,

because of the time It took to ¢*md.tnnants and 1o qlaot,tl1e
f acilities to their specific businesse Nevertheless the

exn enditures which appellant has characterlzed as repa
expenses were all nade pursuant to a general plan to ch aﬂge
the use of the building;,

The ca01ta1“zatlon of expenditures which otherwvise

might be repalr expenses hzs been susta'neq waere They were
incurred in connectilon with:an.overadl plan of improvement,
even Though the. c“;ﬁ;es were made ToO’ VOWDLY with the specifi
requests or needs of a particular tensnt. (Bee Hoiding Co.,
supra, T.C. Memo., Dkt. Nos. 62191, 71001, Nov. 2%, 1958;
é"‘l’lCﬂé jL‘“CzE,‘Ok., 3 B.Te4. 11180) ucbduuuuut tnerelore 0rooe
disallowed tne deduction of those expense items incurred in
process of coaverting the building in dowatown Los Angeles 1
an office bullding. - - »

fopellantts expenditures on 'ts n*opcrties in
Huntington Dark and on Hill Street duri ing the lncome year er
February 28 , 1959, were not incurred in cuﬁncction with the
gbove remodeling plan. Kotuithstandirg this Tact, we belien
that deduction of those amOdan was properly disellowed by
‘respondent.

ry
EN

ed stairway constructed by ap vellant on
pr anent

1‘
I N I ey -
ntington Pars

J

1ts Eux oper ty constituted a permanent lmprove
.o the nrooerby, the cost of which must be Caoluallz d end
depreciated., The suounis charged to ezpense and deducved L;
eppellant, owalllnc $5,022.53, were expenditures necessi tal
by installation of The new abalrway and therefore represente
part of its cost. Those expehditures were not deductible as
ordinary and necessary repaLr eXpenses. -

The last item disallowed bJ respondent was incurre
in connecticn with work on appellantis Hill Street building
and was designated by eppellant as ”*epairs necessary ror
tenant." Appellant has failed to glve us any information ac
to Tthe navure of those alleged repc*Ls Under those circud-
stences we cannot reverse respondent’s disallowence of tnat
amount as a proper expense deduction. '

ORDER

Pursvant to the views expressed in The opinion
cf the board on file in this proceedinz, and goodld ceause
appearing tnerefor,
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IT IS EERREBY ORDERED, ADJUDGED AND D= CYULD, pursuan
to section 2;667 'of the vaenao and Taxation Code thet the
sction of the Franchise Tax Boa rd on the p“ObesuS of Eastern-
Columbile, I“c., against proposed assessments of additional
franchise tax in the amounts of $L ,598.38 ana $3,010.31 for
the income vears ended February 28 1958, and 1959, respect

be snd The same 1s hereby sas»aLneuo

4

Done at_ Sacramento , Celifornia, this 7th day
of Februarys 11967, by tne State Boara o; Bgualization.
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